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This memorandum responds to your request to the Assistant Chief
Counsel (Income Tax & Accounting) for assistance regarding the
proper computation of the environmental tax imposed by section
59A of the Internal Revenue Code. Specifically, you asked
nwhether the environmental tax is deducted against book income to
arrive at adjusted net book income, (line 5a) on Form 4626, for
purposes of environmental tax computation." For the reasons
expressed below, we have concluded that the answer to your
question is no. In other words, adjusted net book income, for
purposes of computing the environmental tax, is determined
without regard to the environmental tax.

The—environmmental—tax,—impesed-on—corporations,—is set forth in
Code section 59A, which imposes a tax of .12 percent on the
excess of "modified alternative minimum taxable income" over $2

million. I.R.C. § S9A(a).

For years in which the book income adjustment was applicable, the
term "modified alternative minimum taxable income" was defined

as:

alternative minimum taxable income (as defined in
section 55(b) (2)) but determined without regard to--

(1) the alternative tax net operating loss deduction
(as defined in section 56(d)), and

(2) the deduction allowed under section 164 (a) (5) (and
the last sentence of section 56 (f) (2) (B)).

Section 164 (a) (5) of the Code provides a deduction for
environmental taxes imposed by section 59A. In order to
understand the reference to section 56 (f) (2) (B), a brief .
discussion of the book income adjustment is necessary. In
general terms, the book income adjustment, generally applicable
to tax years beginning in 1987, 1988 and 1989, required that
alternative minimum taxable income be increased by 50 percent of
the excess of adjusted net book income over alternative minimum
taxable income (computed without regard to the book income
adjustment or the AMT net operating loss deduction). In defining
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adjusted net book income, the Code required that Federal income
taxes and certain foreign taxes be disregarded although they
would otherwise be reflected in the taxpayer’s applicable
financial statement, which was the starting point for determining
adjusted net book income. I.R.C. § 56 (f) (2) (B). The last
sentence of section 56 (f) (2) (B), however, provided that "[n]o
adjustment shall be made under this subparagraph for the tax
imposed by section S9A." In other words, while as a general
matter adjusted net book income did not take-into account Federal
income taxes, the environmental tax was taken into account, i.e.,
was deducted in arriving at adjusted net book income.

Thus, when Code section 59A requires that modified alternative
minimum taxable income be computed by disregarding the deduction
provided by the last sentence of section 56 (f) (2) (B), the Code is
requiring that adjusted net book income, for purposes of
computing the environmental tax, not reflect the environmental
tax. In other words, and in response to your specific question,
for purposes of computing the environmental tax, adjusted net
book income does not include a deduction for the environmental

tax.

If you have any further questions regarding this matter, please
contact John Aramburu of this office at 622-4960.




